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The establishment of China (Shanghai) Pilot Free Trade Zone in late 2013 was one of the 
most important events happening in China during the previous year. In the past, many other special 
zones had been established, including SEZ, ETDZ, OpCC, FTZ, EPZ etc. This paper tries to clarify 
the differences between these zones. More specifically, it examines the tax incentives that were 
offered in these zones from the start of their opening up in 1980 until now, the changes that have 
occurred so far and the future stance of China towards tax incentives. The study is based mainly on 
primary data/legislation retrieved from the legal database http://en.pkulaw.cn. It finds that China has 
held a ‘copy-paste’ attitude regarding the tax incentives offered in the special zones since originally 
they were the same for different zones. However, throughout the years, it has moved to the adoption 
of more sophisticated tax incentives and their targeting to zones which are narrower both in their 
scope and the surface they cover. This study is important for other States or decision making 
authorities, which can learn from the experience of China. It is also important for current and future 
investors who want to approach and understand the Chinese adoption of tax incentives nowadays and 
the possible changes happening in this field in the future.  
 

























中国今日税收优惠政策和其未来可能发生的变化 的投资者们有着非凡的意义。  
 






















BLC   Bonded Logistics Center 
BLP   Bonded Logistics Parks  
EIT   Enterprise Income Tax 
EITL   Enterprise Income Tax Law  
E JVITL  Chinese Foreign Equity Joint Venture Income Tax Law  
EITR   Enterprise Income Tax Rate 
ETDZ   Economic and Technological Development Zones 
EPZ   Export Processing Zone 
FDI   Foreign Direct Investments 
FEITL   Foreign Enterprise Income Tax Law 
FTZ   Free Trade Zones 
HTIDZ  High Technology and Industry Development Zones 
MNC   Multinational Corporations 
NPC   National People’s Congress 
OECD   Organization of Economic Co-operation and Development 
OpCC    Open Coastal Cities 
OldUD   Old Urban Districts 
SEZ   Special Economic Zones 
SPFTZ        Shanghai Pilot Free Trade Zone 
SCNPC  Standing Committee of the National People’s Congress 
VAT   Value Added Tax 
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During the last year, the Standing Committee of the National People’s Congress gave the 
authorization to the State Council to adjust the specific administrative procedures which were 
described in laws in respect with China (Shanghai) Pilot Free Trade Zone1 (SPFTZ) for a short period 
of time, until the final settlement of them. This was followed by the official establishment of the zone, 
on 29th September 20132, which was heralded as one of the most significant reforms happening on 
the way to the opening-up of China’s economy since 1980s, after the inauguration of the Special 
Economic Zones (SEZ)3. According to the Framework Plan for China (Shanghai) Pilot Free Trade 
Zone4, the measures to be adopted fall within five main categories and are targeted at enhancing the 
                                                            
1 Decision of the Standing Committee of the National People's Congress on Authorizing the State Council to Temporarily 
Adjust the Relevant Administrative Approval Items Prescribed in Laws in China (Shanghai) Pilot Free Trade Zone 
(SCNPC, issued 30/08/2013). 
2  Notice of the Management Committee of China (Shanghai) Pilot Free Trade Zone on Beginning to Use the Seal of the 
Management Committee of China (Shanghai) Pilot Free Trade Zone and Ceasing to Use the Seal of the Management 
Committee of Shanghai Comprehensive Free Trade Zone (Shanghai Municipality, issued 29/09/2013). 
3   BBC News, Shanghai Free-Trade Zone Launched, 29/09/2013 [Online] Available at: 
http://www.bbc.co.uk/news/business-24322313 [Accessed on 15/11/2013]  
4  See ‘Notice of the State Council on Issuing the Framework Plan for China’ (Shanghai) Pilot Free Trade Zone (State 
Council, issued 18/09/2013). The framework plan is divided into four main sections titled ‘General Requirements’, 
‘Major Tasks and Measures’, ‘Creating a corresponding legal environment for regulation and taxation’ and ‘Solidly 
conducting organization and implementation’. In the 2nd section, the tasks and measures are divided into those for: 1. 
‘Accelerating the transformation of government functions’; 2. ‘Expanding the opening-up of investment fields’; 3. 
‘Promoting the transformation of trade development modes’; 4. ‘Deepening the opening-up and innovation in the 















competitiveness of the Chinese economy in an international level, and helping it to keep pace with 
the current stream of globalization; the reforms taking place in the SPFTZ will be used as an 
experimental field which is expected to last for two to three years at the initial stage5. SPFTZ is 
intended to be used in order for new tax policies to be explored; these policies refer to preferential tax 
treatment offered to entities registered in the zone and have as final objective the encouragement of 
more investments and promotion of international trade6. There may be people who might question the 
real need of China for an FTZ, since its economy is in a developing route since the adoption of the 
open door policy. However, the discussion about the reasons behind it and the possible effects of the 
SPFTZ belongs theoretically in the boundaries of the current academic discourse about tax 
competition, tax incentives and how efficient they are for developing and developed countries.   
Especially within the last decades, this field has drawn the attention of academic circles and 
international organizations, such as the World Bank or Organization of Economic Co-operation and 
Development (OECD)7. The study of tax incentives is one aspect of the more general research on tax 
                                                            
5  See ibid Section 1 item 2. 
6  See ibid Section 3 item 2. 
7 See Avi-Yonah, Reuven S. The OECD Harmful Tax Competition Report: A Tenth Anniversary Retrospective. Brook. 
J.Int’l L. vol. 34, no. 3, (2009) pp. 783-95, where he says that OECD addressed this issue in 1998 with the publication of 
the report “Harmful Tax Emerging Competition: An Emerging Global Issue”. See also Janeba, Eckhard. and Schjelderup, 
Guttorm. Tax Competition: A review of the Theory, Ministry of Foreign Affairs of Norway, 2002 [Online] Available at 
http://www.regjeringen.no/en/archive/Bondeviks-2nd-Government/ministry-of-foreign-affairs/Rapporter-og-planer/2002/ 
tax_competition -a_review_of_the.html?id=260433#note4, [Accessed 12/12/2013]; Keen, Michael  and Konrad, Kai A. 
The Theory of International Tax Competition and Coordination, Max Planck Institut for Tax Law and Public Finance, 
Working Paper 2012-06 (2012), p.6, where it considers the model developed by Zodrow and Mieszkowski (1986) and 















competition, which its scope is broad enough to include also research on the characteristics of tax 
havens or the various communication systems between different tax jurisdictions, meaning to what 
extent and how easily information are transferred between them 8. This paper shall contribute to the 
academic debate on this aspect of tax competition, tax incentives. More specifically, the main focus 
of this paper is the exploration and theoretical evaluation of the tax incentives that Chinese 
authorities granted to investments within the various delimited zones during the past. It does not 
focus on the tax incentives offered in general outside of the special zones; however, this general 
framework is also studied to the extent that it affects the incentives offered in these zones. It tries also 
to approach the stance of China9 on the use of tax incentives as it is adopted nowadays.  What are the 
special zones that Chinese government has established throughout the years, which are the 
differences between them and which are the tax incentives pertinent to them? To what extent were 
these incentives used in an appropriate way? What is the current situation of the tax incentives in 
these designated areas?  These are the questions to be answered in this paper. 
China has been chosen deliberately for many reasons. It has already had a long history in 
granting tax incentives, starting from 1980 until today. Throughout the years, the Chinese policy on 
preferential tax treatment has been through different stages and has changed a lot. Moreover, China 
has used extensively different types of special zones under various names: Special Economic Zones 
(SEZ), Economic and Technological Development Zones (ETDZ), Open Coastal  Cities  (OpCC), 
Hi-Tech Industrial Development Zones (HTIDZ), Free Trade Zones (FTZ), Export Processing Zones 
(EPZ) and Bonded Logistics Parks (BLP); all of them are found in the modern history of China’s 
development. However, sometimes the distinction between them is not very clear and there is 
                                                                                                                                                                                                        
Douglas and Wildasin, David E., Capital Tax Competition: Bane or Boon’, Journal of Public Economics, vol. 88, no. 6, 
(2004) pp. 1065-1091.    
8 See OECD, Harmful Tax Competition: An Emerging Global Issue, OECD Publications, Paris (1998).   















confusion on the real function of each zone. Therefore, the study of the specific regime which used to 
be, or still is, effective in each of these zones will shed light on the differences between them, either 
obvious or subtle differences.     
The methodology that has been used to lead this research is an examination of both primary 
and secondary data. Primary data are composed of laws, rules and regulations, notices, 
announcements and the original resolutions of the Chinese authorities on the establishment of the 
zones. They were retrieved from the database http://en.pkulaw.cn which is maintained by 
Chinalawinfo Co., Ltd, an affiliate of Peking University.  The study of these different statutes was 
expected to provide the author of this paper with detailed and clear information on the tax incentives 
applied to these designated areas; it could also illustrate the main reasoning behind the establishment 
of the various zones, which in turn could render the researcher able to elaborate on the match of 
objectives and tax incentives, as the means for the achievement of the objectives. Academic articles 
were used as secondary data in cases that the original legal acts could not be retrieved.    
The search took place in the files found in the category ‘Area of Law’ and more specifically 
in those under the subcategories ‘Development Zones’ and ‘Special Zones’, as they were provided by 
the legal database at the time that this research was conducted. In order for the study to be focused on 
its goal, statutes that were relevant with the tax incentives have been chosen. The search was based 
on words such as ‘tax’, ‘incentive’, ‘preferential treatment’, ‘rate’, ‘deduction’ and ‘depreciation’. 
Moreover, only the statutes that had the indication ‘effective’ were chosen to be examined. However, 
the database does not recognize a statute as ineffective if this statute is not explicitly abolished or 
amended by another one. Therefore, in the first stage 39 acts were found with issue date from 1980 to 
2010. However, this research led to the retrieval of the ‘Notice of the State Council on the 
Implementation of the Transitional Preferential Policies in Respect of Enterprise Income Tax’. This 
notice was providing for gradual elimination of the tax incentives before 2007. Therefore, the statutes 















any biases to be avoided and for the acts that are still in effect to be found. It was found that very few 
legal acts are still effective in practice nowadays. However, based on these acts, a second round of 
search was realised without any limitations regarding the ‘Area of Law’ and more information about 
the tax incentives nowadays was retrieved.  
The research will lead to a better understanding of the characteristics of special zones in 
China. It is explained that they are targeted at the development of the economy and living standards 
through the construction of infrastructure projects, transfer of foreign technology, development of 
high technology industries. SEZs were broader in their scope but, as other zones were opened up, the 
aims of the latter were better defined in advance. The study shows that the tax incentives were 
offered in a rather general way and that there was not much variety in the types of the used tax 
incentives, since they were almost the same for every zone. It is illustrated though that China through 
the years has become more sophisticated in the grant of tax incentives and this is the reason why 
zones which are more specialised, such as FTZ, EPZ and BLP, continue to exist even nowadays. 
Finally, it is also found that the adoption of tax incentives is not anymore of primary concern for 
Chinese government, but during the design and development of similar zones other aspects are taken 
into consideration, both for rendering China attractive for new investments and for attracting specific 
investments.  
The results of this study are important both for policy-makers and investors. Policy makers in 
developing or developed countries that they are planning to adopt tax incentives or establish specific 
special zones could learn from the experience of China in order to avoid the pitfalls found in the 
stage of design. The Chinese reality has proved that well targeted zones last for a longer period of 
time. Moreover, according to the OLI paradigm developed by Dunning, the specific characteristics of 















investment will finally take place10. The effective tax system of one area belongs to this area’s 
characteristics. However, the tax incentives offered in China are not very clear cut nowadays due to 
the fact that they were gradually eliminated within five years after the promulgation of the Enterprise 
Income Tax Law (EITL) in 200811. Investments in these areas have stopped to enjoy the old tax 
preferential treatment and just from the last year they are treated with the general statutory tax rate. 
Therefore, to the extent that the tax characteristics of a location are of concern for individuals or 
corporations planning to carry out investments in China, they could consult this paper in order to 
understand the functions of the special zones in China, get update on the current situation and finally 
decide if the existing zones are tax-friendly and suitable for their investments.    
This paper is divided into three Chapters. The first Chapter sets the theoretical foundation of 
the research by moving from the tax competition to tax incentives. Definitions, descriptions and the 
advantages and disadvantages of the different tax incentives are given. Chapter 2 is about the special 
zones in China. It sets the framework that is used for the categorization of tax incentives in China. It 
illustrates the aims of the zones and the tax incentives given to each of them. Finally, Chapter 3 links 
the previous two Chapters by doing an evaluation of the preferential treatments in the zones in China, 
and gives recommendations to other legislators based on experience of China. Conclusion 







                                                            
10  Dunning, John H. The Eclectic (OLI) Paradigm of International Production: Past, Present and Future, Int. J. of the 
Economics of Business, vol 8, no. 2, (2001) pp. 173-190. The OLI paradigm explains that multinational companies get 
engaged in foreign direct investments because there are advantages of Ownership, Location and Internalization. 
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